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b. SF-270, Request for Advance or Reimbursement.

- Line lla. Enter total costs including those funded
with program income.

= Line llb. Encter program income.

=~ Artach a statement to identify the source of the income,
the number of the project which gepezrated the income,
and the amount.

Accountiog Records. The State must maintain records by project
which account for receipt and expenditure of program inceme.

Since program Iinceme is “project funds,” the same redords and
supporting documents are required for program income as any ocher
project funds. In addition, records must be maintained to identify
the source of the income (i.e., sale of timber, agriculcural craps,
user fees) and the projecc vhich produced the income.
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Docuymencation and reporting- FProgram income is congidered Federal
funds to the extant of Federal Aid parcicipacion in the income
producing accivity. Therefare, the basic standards for documentation
and reporting shall apply to program income as any other Federal aid

PageS5ol7

A. Application for Federal Assistance.

B.

1.

1f planned activities are expected to produce program income,
the Program Narrative shall contain a brief stacement on the
source of the revenue, anticipated amount, and the proposed
procedure for uge of the income. For example, sale of surplus
crops or collection of user fees normally are planned acrions
and must be indicated in the AFA.

If teal property 1s to be scld, an approprilate document
(usually an AFA or AFA amendment) must be submicted to the
Regional Director for approval prior to that sale.

When program income is used to fund a separatae "new” project,
an AFA must be submicted co describe the work ro be done. |
The AFA must contain the same information and is subject to
the same approval requirements as any other Federal Atd
prejece.

Project Agreement — See IV.A.

L.

2.

Praoject reporting.

Performance reports must include additional work performed
with prograa income.

Financial Reporce. Regardless of whether the additive or
deductive alternative is usad, those costs funded wich program
income must be entered on financial reports. The program
income must then be subtraccted from che total to arrive at

an amount on which the Fedaral share is calculated. The
following are instructiocns for making these entries.

a. 5Status of Funds and Classification of Amounts Requested.

-— Line 5. Enter total costs including those funded
with program income.

— Line 3. Enter program income.

- Remarks. Identify the source of the income, the
numbar of the project vwhich generated the incoue,
and the amount. Example: Sala of wehicle, F-1-5,
51,000.
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The income may be deducted from che tocal project costs for
the purpose of determining net costs on whlch che Faderal
share will be based. (Unless otherwise shown on the Project
Agreement, the deductive alcernative will be used.)

a. The deduction must be applied to the Federtal Aid program
vhich produced che income. If che deduetion 15 not
feasible in the project segment during the period in
vhich the income was preduced, it should be made in the
uext project segment. However, LIf the project is closed,
the deduction should ba applied to an open projecc segment
in che same program.

b. 1If program income {s anticipated, the Pro ject Agreement
must indicate ap a project provision that the deduccive
alternative will be used, including the source and
estimacted amount of the program income. For Federal
obligation purpeses, the Federal share of total projact
costs may be adjusted to campensate for the program
income. This will aveild having unspent balances of your
Faderal Aid funds when the project szegment is closed., -

c: Under the deductive alcernative, program income cam not
be used to increase total project costs as shown on the
Project Agreemenc.

The use of program income, by either option, must be
accomplished within the Project Agreement period in which
the income accrues or in the succeeding Project Agreement
period. Extensions must be approved by the Regional Office.

Proceeds from sale of propercy. When real or personal property,
acquired or comngtructed with Federal Aid funds, is sold, the
proceeds are treated as program income. In this case, the
pProgram income is the net after deducting selling expenses.

See Actachment N of A-102 and Chapter 6 of the Federal Ald Manual
regarding exceptions and expenses whlch may be deducted to arrive
at net proceeds.

1.

The alcernative procedures for disposition of program income
from sale of property is the same as for general program
income. However, the income from sale of real property will
normally be handled by the additive procedure.

If chere is an unusually large amount of program ingcome, such
as from the sale of land, the State w3y be allowed a reasonable
period of time to use the income. Usually, chis period will
not exceed 3 years. However, since the income will normally
accrue interest, the interest musc also be created as program
ihcome.
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3. Rental or lease payments - The following criteria shall apply

P in meking a 'determination of whether payments for the use

of real property are program income.

a. Use paymants for buildings ~ Revenue from rental or lease
of buildings, such as office space or houses, is program
income if the building was acquired, constructed, or main-
tained with Federal Aid funda. (See Section 11.18.)

b. Use payments for land — Revenue from rental, lease, or
easements is program income if che land was acquired vith
Federal At1d funds.

B. Proceeds from sale of real or personal property. If real or
personal property, acquired or conscructéd wich Federal Aid funds,
is sold, the proceeds shall be treated as program income. The
Stare 1s cautioned chat the sale of real property must be approved
in advance by the Regionmal Directer.

IV. Disposition of program income. Program income must ba returned to
the Federal Aid program which produced the income, .

4. General program income. The following are tha alternative
procedures for the disposition of general program inceme. General
program income is gross revenue received., (See Exhibit 1 for
an illuscration of the alternatives.)

l. The incoma may be added t¢ toral funds commiteced to the program
to accomplish additional eligible activities. This is te
raesult in a larger program than would otherwise be the case.
OUnder chis option, the State may: -

a. Expand the project from which the income was derived or

'~ expand another accive project in the same program to fund
additional work. The Project Agreement must be amended
to cover the additional wvork. The Amendment to Project
Agreement (Form 3-1591) must include:

(1) A revision of total cost to include the amount of
program income added to the project.

(2) An encry in the reason for amendment to jindicare
that the revised cost is to accemplish addicional
vork to be funded with program income.

(3) Appropriate supporcing documents 1f new work is
added, i.e., work not previcusly included in the
AFA or Project Agreement.

b. Establish another project in the same program to fund
addicional work, without reimbursement. Such a project
must be documented, approved, and reported in the same
manner as any other projacr.
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Determination of program income. The determination of whether revenue
Teceived by the Stare is program income, subject to the accounting
and disposition raquirements of A-102, is dependent on the activicy
which produced the revenue. If the activirty which produced the revenue
was supported by Federal Aid funds, the revenue Was program income -

A. GCeneral program income. The following are examples of general
program income.

1. Sale of commodities - Revenue from the aale of commodicies
is program income if the production of che commodity was a
result of an activity funded under a Federal Ald program.

a. Revenue from the sale of products of the land such as
timber, Eorage, energy resources, and minerals is program
income if the land was acquifed with Federal 4id funds.
In the case of payments for extraction of subsurface
commodities (e.g., oil and gas), the payments are program
income only if the subsurface rights vere acquired with
the land.

b. Revenue from the sale of other commodities such as ahnual.
agricultural crops is program income if Federal Aid funds
vere used for the production of the commodity. For
example, revenue from the sala of surplus cropd is propgram
income if the farming operatious were funded under a
Federal aid project. In the case of crop production by
sharecropping, the sale of surplus crops by the Scace
is program income if the sharecropping agreement was
managed under a Federal Aid project.

2. User fees - Revenue from user fees ls program income if the
fee is for the use of facilities or services acquired,
developed, operated, or maintained with Federal Aid funds.
Examples are fees charged for parking, camping, boat launching,
use of target ranges and shooting blinds, and daily entry
fees. -
ul—

Excluded is revenue from:

a., The sale of licenses, permits, etc., required to use public
lands in the State. An example is revenue from the sale
of Wildlife Management Area Permits required to hunt on
WMA's in the Stace.

b. Fees pald to concessionaires whean those fees are retained
by the concessionaire for services provided. However,
reveauae returned to the State shall be subjecc to the
decermination of program income as set forth above.

.
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APPENDIX II

GUIDELINES FOR PROGRAM INCOME

General. OMB Circular A-102 provides basic policies for the treatment
of program income. The following is a summary of these provisions
related to the Federal ald programs.

A.

B.

Program income ig revenue earned by the State as a resulc of grant
suppoerted activities. The State must account for receipt and
use of program income.

1. General program income - Includes, but is naot limiced co,
tevenue from the sale of commodities, user fees, and rental
or lease payments.

2. Copyright and patent royalties — The Stare is not accountable
for copyright and patent royalties unless specifically required
by the Project Agreemenct. (See Section 6.6.)

3. Proceeds from sale of property ~ When propercy 1s ne longer
raquired for the purpose for which acquired and the property
is sold, the income shall be treated as program income.

Program income must be used for approved activities within the
same Federal Aid program which generated the income.

Restrictiona. The following program restrictioms apply to the
production of revenue.

A.

Activities which produce revenue {like all activiries) must be
consistent with the purpose of the Federal Aid project. Income
producing accivities may not be undertaken if they interfere
vith the accomplishment of project purpeses.

Federal Aid funds shall not be used for the purpose of producing
income. However, income producing activities incidental te
accomplishment of approved purposes are allowable.

l. Incidencal weans that the preduccion of income is of secondary

or winor importance in the project and is a resulr of otherwvise
eligible activities.

2. If revenue equals or nearly equals che cost of the activity,
the activity should nor be supported with Federal Aid funds.
Por example, it would be questionable Lo use Federal Aid funds
for operation of an area or facility when user fees equal
or nearly equal the operation costs.
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b. Grantee Financial Management Systems. In assessing the adequacy of an applicant's
financial management system, the awarding agency shall rely on readily available sources of
information, such as audit reports, to the maximum extent possible. If additional information is
necessary to assure prudent management of agency funds, it shall be obtained from the
applicant or from an on-site review,

¢. Financial Status Reports.

(1) Federal agencies shall require grantees to use the SF-269, Financial Status
Report-Long Form, or SF-269a, Financial Status Report-Short Form, to report the status of
funds for all non-construction projects or programs. Federal agencies need not require the
Financial Status Report when the SF-270, Request for Advance or Reimbursement, or SF-272,
Report of Federal Cash Transactions, is determined to provide adequate information.

(2) Federal agencies shall not require grantees to report on the status of funds by object
class category of expenditure {e.g., personnel, travel, equipment),

(3) If reporting on the status of funds by programs, functions or activities within the
project or program is required by statute or regulation, Federal agencies shalt instruct grantees
to use block 12, Remarks, on the SF-269, or a supplementary form approved by the OMB
under the Paperwork Reduction Act of 1980.

(4) Federal agencies shall prescribe whether the reporting shall be on a cash or an
accrual basis. If the Federal agency requires accrual infermation and the grantees's accounting
records are not normally kept on an accrual basis, the grantee shall not be required to convert
its accounting system but shall develop such accrual information through an analysis of the
documentation on hand.

d. Contracting With Small and Minority Firms, Women's Business Enterprises and Labor
Surplus Area Firms. It is national policy to award a fair share of contracts to small and minority
business firms. Grantees shall take similar appropriate affirmative action to support of women's
enterprises and are encouraged to procure goods and services from labor surplus
areas.

e. Program Income.

(1) Agencies shall encourage grantees to generate program income to help defray
program costs. However, Federal agencies shall not permit grantees to use grant-acquired
assets to compete unfairly with the private sector.

(2) Federal agencies shall instruct grantees to deduct program income from total
program costs as specified in the grants management common rule at paragraph ___.25 (g)(1),
unless agency regulations or the terms of the grant award state otherwise. Authorization for
recipients to follow the other altematives in paragraph __.25 {(g) (2) and (3) shall be granted
sparingly.
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must be replaced using non-Federal Aid funds. Replacement property must be of equal value at
current market prices and with equal benefits as the original property. The State may have a
reasonable time, up to three years from the date of nofification by the regional director, to
acquire replacement property before becoming ineligible.

(2) When such property is used for purposes which interfere with the accomplishment

of approved purposes, the violating activities must cease and any adverse effects resulting must
be remedied.

(3) When such property is no longer needed or useful for its original purpose, and with prior
approval of the regional director, the property shall be used or disposed of as provided by
Attachment N of OMB Circular A—102,

(c) Federal Aid funds shall not be used for the purpose of producing income. However, income
producing activities incidental to accomplishment of approved purposes are allowable. Income
derived from such activities shall be accounted for in the project records and disposed of as
directed by the Director.

§ 80.15 Allowable costs. (Revised, See Federal Register/Vol. 66, No. 67/April 6, 2001/Rules and Regulations)
Allowable costs are limited to those which are necessary and reasonable for accomplishment of
approved project purposes, and are in accordance with the cost principles of OMB Circular A—
a7.

(a) All costs must be supported by source documents or other records as necessary to
substantiate the application of funds. Such documentation and records are subject to review by
the Secretary to determine the allowability of costs.

(b) Costs incurred prior to the effective date of the project agreement are allowable only when
specifically provided for in project agreement.

{c) Projects or facilities designed to include purposes other than those eligible under the
pertinent Act shall provide for the allocation of costs among the various purposes. The method
used to allocate costs shall produce an equitable distribution of costs based on the relative uses
or benefits provided.

(d) Administrative costs in the form of overhead or indirect costs for State central services
outside of the State fish and wildlife agency must be in accord with an approved cost allocation
plan and shall not exceed in any one fiscal year three percentum of the annual apportionment.
(e) Not more than 10 per centum of the annual amount apportioned to each State under
provisions of the Federal Aid in Sport Fish Restoration Act may be obligated on projects for
aquatic education.

[47 FR 22539, May 25, 1982, as amended at 50 FR 21448, May 24, 1985]

§ 80.16 Federal aid payments.

Payments shall be made for the Federal share of allowable costs incurred by the State in
accomplishing approved projects.

(a) Requests for payments shall be submitted on forms furnished by the regional director.

(b) Payments shall be made only to the office or official designated by the State fish and wildlife
agency and authorized under the laws of the State to receive public funds for the State.

{c) All payments are subject to final determination of allowability based on audit. Any
overpayments made to the State shall be recovered as directed by the region director.

(d) The regional director may withhold payments pending receipt of all required reports or
documentation for the project.

§ 80.17 Maintenance.

The State is responsible for maintenance of all capital improvements acquired or constructed
with Federal Aid funds throughout the useful life of each improvement. Costs for such
maintenance are allowable when provided for in approved projects, The maintenance of
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figures which he certifies. Sampling and other statistical techniques may be utilized by the
cenrtifying officer for this purpose.

(Approved by the Office of Management and Budget under control number 1018-0007)

§ 80.11 Submission of proposals.

A State may make application for use of funds apportioned under the Acts by submitting to the
regional director either a comprehensive fish and wildlife management plan or project proposal.
(a) Each application shall contain such information as the regional director may require to
determine if the proposed activities are in accordance with Acts, the provisions of this part, and
the standards contained in the Federal Aid Manual.

(b) Each application and amendments of scope shall be submitted to the State Clearinghouse
as required by Office of Management and Budget (OMB) Circular A-95 and by State
Clearinghouse requirements.

(c) Applications must be signed by the director of the State fish and wildlife agency or the
official(s) delegated to exercise the authority and responsibilities of the State’s director in
committing the State to participation under the Acts. The director of each State fish and wildlife
agency shall notify the regional director, in writing, of the official(s) authorized to sign Federal
Aid documents, and any changes in such authorizations.

§ 80.12 Cost sharing.

Federal participation is limited to 75 percent of eligible costs incurred in the completion of
approved work or the Federal share specified in the project agreement, whichever is less,
except that the non-Federal cost sharing for the Commonwealth of Puerto Rico, the
Commonwealth of the Northern Mariana Islands, Guam, the Virgin Islands, and American
Samoa shall not exceed 25 percent and may be waived at the discretion of the regional director.
(a) A minimum Federal participation of 10 percent of the estimated costs is required as a
condition of approval.

{b) The non-Federal share of project costs may be in the form of cash or in-kind contributions.
The allowability and evaluation of in-kind contributions are subject to the policies and standards
prescribed in Office of Management and Budget {OMB} Circular A-102,

(¢) The non-Federal share of project costs may not be derived from other Federal funds, except
as authorized by specific legislation.

§ 80.13 Substantiality in character and design.

All projects proposed for funding under the Acts must be substantial in character and design. A
substantial project (for fish and wildlife purposes) is one which:

(a) ldentifies and describes a need within the purposes of the relevant Act to be utilized;

(b) Identifies the objectives to be accomplished based on the stated need;

(c) Utilizes accepted fish and wildlife conservation and management principles, sound design,
and appropriate procedures; and

(d) Will yield benefits which are pertinent to the identified need at a level commensurate with
project costs.

§ 80.14 Application of Federal aid funds.

(a) Federal Aid funds shall be applied only to activities or purposes approved by the regional
director. If otherwise applied, such funds must be replaced or the State becomes ineligible to
participate.

{b) Real property acquired or constructed with Federal Aid funds must continue to serve the
purpose for which acquired or constructed.

(1) When such property passes from management control of the fish and wildlife agency, the
control must be fully restored to the State fish and wildlife agency or the real property
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(b) Definition of program income. Pro-
gram income means gross income re-
ceived by the grantee or subgrantee di-
rectly generated by a grant supported
activity, or earned only as a result of
the grant agreement during the grant
period. “During the grant period” is
the time between the effective date of
the award and the ending date of the
award reflected in the final financial
report.

(c} Cost of generating program income.
If authorized by Federal regulations or
the grant agreement, costs incident to
the generation of program income may
be deducted from gross income to de-
termine program income.

(d) Governmental revenues. Taxes, spe-
cial assessments, levies, fines, and
other such revenues raised by a grantee
or subgrantee are not program income
unless the revenues are specifically
identified in the grant agreement or
Federal agency regulations as program
income.

(e) Royalties. Income from royaltles
and license fees for copyrighted mate-
rial, patents, and inventions developed
by a grantee or subgrantee is program
income only if the revenues are specifi-
cally identified in the grant agreement
or Federal agency regulations as pro-
gram income. (See §12.74.)

(f) Property. Proceeds from the sale of
real property or equipment will be han-
dled in accordance with the require-
ments of §§12.71 and 12.72.

() Use of program income. Program
income shall be deducted from outlays
which may be both Federal and non-
Federal as described below, unless the
Federal agency regulations or the
grant agreement specify another alter-
native {or a combination of the alter-
natives). In specifying aiternatives, the
Federal agency may distinguish be-
tween income carncd by the grantee
and income earned by subgrantees and
between the sources, kinds, or amounts
of income. When Federal agencies au-
thorize the alternatives in paragraphs
(g) (@) and {(3) of this section, program
income in excess of any limits stipu-
lated shall also be deducted from out-
lays.

(1) Deduction. Ordinarily program in-
come shall be deducted from total al-
lowable costs to determine the net al-
lowable costs. Prograrn income shall be

§12.66

used for current costs unless the Fed-
eral agency authorizes otherwise. Pro-
gram income which the grantee did not
anticipate at the time of the award
shall be used to reduce the Federal
agency and grantee contributions rath-
er than to increase the funds com-
mitted to the project.

{2) Addition. When authorized, pro-
gram income may be added to the
funds committed to the grant agree-
ment by the Federal agency and the
grantee. The program income shall be
used for the purposes and under the
conditions of the grant agreement.

{3} Cost sharing or matching. When au-
thaorized, program income may be used
to meet the cost sharing or matching
requirement of the grant agreement.
The amount of the Federal grant award
remains the same.

(h) Income after the award period.
There are no Federal requirements gov-
erning the disposition of program in-
come earned after the end of the award
period (i.e., until the ending date of the
final financial report, see paragraph (a)
of this section), unless the terms of the
agreement or the Federal agency regu-
lations provide otherwise.

§12.68 Non-Federal andit.

(a) Basic rule. Grantees and sub-
grantees are responsible for obtaining
audits in accordance with the Single
Audit Act Amendments of 1996 (31
U.S.C. 7501-7507) and revised OMRB Cir-
cular A-133, “Audits of States, Local
Governments, and Non-Profit Organi-
zations.”” The audits shall be made by
an independent auditor in accordance
with generally accepted government
auditing standards covering financial
audits.

{b) Subgrantees. State or local govern-
ments, as those terms are defined for
purposes of the Single Audit Act
Amendments of 1996, that provide Fed-
eral awards to a subgrantee, which ex-
pends $300.000 or more ({or other
amount as specified by OMB) in Fed-
cral awards in a fiscal year. shall:

(1) Determine whether State or local
subgrantees have met the audit re-
quirements of the Act and whether sub-
grantees covered by OMB Circular A-
110, “Uniform Administrative Require-
ments for Grants and Agreements with
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§12.65

at the employee’s regular rate of pay
exclusive of the employee’s fringe ben-
efits and overhead costs. If the services
are in a different line of work, para-
graph (c)(1) of this section applies.

(d) Valuation of third party donated
supplies and loaned equipment or space.
{1) If a third party donates supplies,
the contribution will be valued at the
market value of the supplies at the
time of donation.

(2) If a third party donates the use of
cquipment or space in a building but
retains title, the contribution will be
valued at the fair rental rate of the
equipment or space.

(e} Valuation of third party donated
equipment, buildings, and land. If a third
party donates equipment, buildings, or
land, and title passes to a grantee or
subgrantee, the treatment of the do-
nated property will depend upon the
purpose of the grant or subgrant, as
follows:

(1) Awards for capital expenditures. If
the purpose of the grant or subgrant is
to assist the grantee or subgrantee in
the acquisition of property, the market
value of that property at the time of
donation may be counted as cost shar-
ing or matching,

{2) Other awards. If assisting in the
acquisition of property is not the pur-
pose of the grant or subgrant, para-
graphs (e)(2) (i) and (ii} of this section
apply:

(i) If approval is obtained from the
awarding agency. the market value at
the time of donation of the donated
equipment or buildings and the fair
rental rate of the donated land may be
counted as cost sharing or martching.
In the case of a subgrant, the terms of
the grant agreement may require that
the approval be obtained from the Fed-
eral agency as well as the grantee. In
all cases, thc approval may be given
only if a purchase of the equipment or
rental of the land would be approved as
an allowable direct cost. If any part of
the donated property was acquired
with Federal funds, only the non-Fed-
eral share of the property may be
counted as cost-sharing or matching,.

(ii) If approval is not obtained under
paragraph (e}(2)(1) of this section, no
amount may be counted for donated
land, and only depreciation or use al-
lowances may be counted for donated

43 CFR Subtiite A (10-1-03 Edition)

equipment and buildings. The deprecia-
tion or use allowances for this property
are not treated as third party in-kind
contributions. Instead, they are treat-
ed as costs incurred by the grantee or
subgrantee. They are computed and al-
located (usually as indirect costs} in
accordance with the cost principles
specified in §12.62, in the same way as
depreciation or use allowances for pur-
chased equipment and buildings. The
amount of depreciation or use allow-
ances for donated equipment and build-
ings is based on the property’'s market
value at the time it was donated.

(i Valuation of grantee or subgrantee
donated real property for construction/ac-
quisition. If a grantee or subgrantee do-
nates rcal property for a construction
or flacilities acguisition project, the
current market value of that property
may be counted as cost sharing or
matching. If any part of the donated
property was acquired with Federal
funds, only the non-Federal share of
the property may be counted as cost
sharing or matching.

(g) Appraisal of real property. In some
cases under paragraphs (d), (e) and (f)
of this section, it will be necessary to
establish the market value of land or a
building or the fair rental rate of land
or of space in a buliding. In these cases,
the Federal agency may require the
market value or fair rental value be set
by an independent appraiser, and that
the value or rate be certified by the
grantee. This requirement will alsoc be
imposed by the grantee on subgrantees,

$12.65 Program income,

(a) General. Grantees are encouraged
to earn income to defray program
costs. Program income includes income
from fees for services performed, from
the use or rental of real or personal
property acquired with grant funds,
from the sale of commodities or items
fabricated under a grant agreement,
and from payments of principal and in-
terest on loans made with grant funds.
Except as otherwise provided in regula-
tions of the Federal agency, program
income does not include interest on
grant funds, rebates, credits, discounts,
refunds, etc. and interest earned on
any of them.
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Region 7 comment: We recommend adding regulations -~ i.e., "Changes in federal regulations
and policy that affect a State's ability to generate matching funds in short-term.

Thank you for the opportunity to comment.

s A A iedr e e e el il fiy il e i i dnied e dnl deiedededriniedrdr il dri deRolrdr e ded el e e

Maribel Langas Miller, Grants Fiscal Specialist
Migratory Birds and State Programs

U.S. Fish and Wildlife Service-Mail Stop 371
1011 E. Tudor Road, Anchorage, Alaska 99503
907-786-3878 Phone; 907-786-3575 Fax

Jim Greer/AMBS/R9/FWS/DOI
Jim

Greer/AMBS/RI/FWS/DOI To
08/03/2006 12:09 PM

Subject

Joyce Johnson/R2/FWS/DOI@FWS, Mike
PiccinllyR4/FWS/DOI, Robent Bryant/R3/FWS/DOI, Tim
Hess/R7/FWS/DOI@FWS, John Organ/RS/FWS/DOI@FWS,
Fred Caslick/RO/R1/FWS/DOI, Laura
Valoppi/SAC/R1/FWS/DOI@FWS, David
McGillivary/R6/FWS/DOI@FWS, Maribel
Miller/R7/FWS/DOI@FWS

Pam Matthes/AMBS/R9/FWS/DOI, Tom
Jeffrey/AMBS/RY/FWS/DOI, Sylvia
Cabrera/AMBS/RY/FWS/DOI@FWS, Steve
Leggans/NCTC/RY/FWS/DOI, Thomas
Bames/AMBS/RY/FWS/DOI, Lori

Bennet/ AMBS/R9/FWS/DOY, Luther Zachary/R9/FWS/DOI,
Ord Bargerstock/AMBS/R9/FWS/DOI

Prog Income Draft Cost Share Guidance

As discussed on today's Chief's call, John Organ developed some draft guidance on when to use the cost
share method. Please send your comments to Ord Bargerstock in the next 3 weeks for compilation and

we can review the results by the end of the month.

Program Income Cost Share Guidance doc
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. \i.:! Maribel Miller/R7/FWS/DOI To Jim Greer/AMBS/RO/FWS/DOI@FWS, Ord
cc Tim Hess/R7Z/IFWS/DOI@FWS

7/ N0
el :
z Subject IE'II Comments-Program Income Draft Cost Share Guidance

R7 appreciates John's efforts to provide clearer guidance on when the Service can allow use of program
income as match. We understand that it would be an exception rather than the norm for the Division of
Federal Assistance to consider (FA) cost sharing as an opticn.

Our general question is who will make the determination of whether the State's situation fits one or all of
the four categories where we will allow the use of program income as cost share? Should the FA Chief
make the call as he approves the grant agreement or should the decision rest ultimately with the Regional
Director or the Washington Office as recommended by the FA Chief. It seems that the criteria are written
(intentionally or unintentionally) to be as flexible as possible. With the flexibility however, comes the
challenge of interpretation. Each Region may end up with their own interpretation, causing
inconsistencies nationally. Worst case, we may end up asking for a Solicitor's Opinion for every grant
proposal with program income as cost share unless we better clarify terms and give examples of
situations where the State could legitimately invoke the cost share option,

Specifically, these are our comments on the categories:

1. State is in serious financial difficulty due to catastrophic events that significantly
reduce ability to generate matching funds.

Region 7 comment: Please define, clarify, and provide examples for the following terms:

"serious financial difficulty” - Who determines? It seems that all States are in some form
of financial difficulty.

"catastrophic events" - As declared by Governor? President?

"significantly reduce the ability to generate matching funds" - Please give examples of
events that would result in such reduction..

2. State in risk of reversion due to unusual circumstances not related to internal
Program management.

Region 7 comment: We suggest an example such as: Redirection of project personnel due to
Avian Influenza outbreak in Alaska causing numerous grants to be cancelled and closed, which
would result in reversion of funds.

3. Federal share of project is minimal.

Region 7 comment: Define "minimal” We suggest limiting the % to between 10% and 15%.
Also, clarify whether we mean "all Federal sources" (includes other Federal funds from other
Divisions in U.S Fish & Wildlife Service as well as other Federal agencies) or only "FA Federal
share."

4. Changes in federal policy that affect a State’s ability to generate matching funds in
short-term.
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McGillivary/R6/FWS/DOI@FWS, Maribel
Miler/R7/FWS/DOI@FWS
cc Pam Matthes/AMBS/RY/FWS/DOI, Tom

Jeffrey/AMBS/R9/FWS/DOY, Sylvia
Cabrera/AMBS/RI/FWS/DOI@FWS, Steve
Leggans/NCTC/RI/FWS/DOI, Thomas
Bames/AMBS/RI/FWS/DOI, Lori
Bennet/ AMBS/RS/FWS/DOI, Luther Zachary/R9/FWS/DOI,
Ord Bargerstock/AMBS/R9/FWS/DOI

Subject Prog Income Draft Cost Share Guidance

As discussed on today's Chief's call, John Organ developed seme draft guidance on when to use the cost
share method. Please send your comments to Ord Bargerstock in the next 3 weeks for compilation and
we can review the results by the end of the month.

Program Income Cost Share Guidance. doc
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Page 102
Mike Piccirilli/R4/FWS/DOI To Jim Greer/AMBS/R9/FWS/DOI@FWS, Ord
: Bargerstock/AMBS/RI/FWS/DOI@FWS, John
ﬁ 08/04/2006 08:50 AM Organ/RS/PWS/DOI@FWS
i cc Fred Caslic/RO/R1/FWS/DOI@FWS, Joyce

Johnson/R2/FWS/DOI@FWS, Roben
Bryan/RI/FWS/DOI@FWS, David
McGillivary/R6/FWS/DOI@FWS, Tim
Hess/R7/IFWSDOI@FWS, Laura
ValoppVSAC/R1/FWS/DOI@FWS, Emily Jo
Williams/R4/FWS/DOI@FWS

bee

Subject Re: Prog Income Draft Cost Share Guidance[ ]

John/Ord:

| agree we need this guidance and feel it is well written and will benefit our administration of the grant
program. We have had some very strong cases to use the cost share method within the past year by
states who were impacted from humricanes . Following are a few of my comments and concerns for
consideration in development of the final guidance all of which pertain to

Appropriate Application of Cost Share Method

We may want to reconsider the statement "A paramount consideration is whether application of the
cost share method would violate the intent and integrity of the Program through the purposeful

generation of income or by essentially funding a project with 100% federal funds”. Many of the
states choose to claim ownership to a percent of the Proegram Income based on the cost share rate it was
eamed in the grant (i.e 75% Federal 25% state).

] think that both of the considerations below
State is in serious financial difficulty due to catastrophic events that significantly reduce ability to
generate matching funds.,

State in risk of reversion due to unusual circumstances not related to intermnal Program
management.

leave a great deal of discretion and would benefit if we identify a specific trigger that would authorize, or
more clearly support the use of cost share such as when a states annual license sales falls x % below it's
historical 15 year average license sales, or implement something similar to the SFR requirement to
maintain 1988 baselevel funding .

We probably should identify a time limit and or dollar amount based on historical apportionments, A few
of our coordinators expressed concern that if State Directors become confident and successful in the use
of cost share as a method to match federal funds the individual Wildlife and Sportfish state budgets
would be proportionally reduced for an indefinite time

Mike
Jim GreerfAMBS/R9/FWS/DOI
Jim
Greer/AMBS/R9/FWS/DOI To Joyce Johnson/R2/FWS/DOI@FWS, Mike

Hess/R7/FWS/DOI@FWS, John Organ/RS/FWS/DOI@FWS,
Fred Caslick/RO/R1/FWS/DOI, Laura
Valoppl/SAC/R1/FWS/DOI@FWS, David






Attachment 3

Page 1of 1
Jim To Ord Bargerstock/AMBS/RY/FWS/DOI
Greer/AMBS/RI/FWS/DOI cc
09/13/2006 02:00 PM bec

Subject Fw: Cost-Share Method

Where are you on this?
— Forwarded by Jim Greer/AMBS/R9/FWS/DOI on 09/13/2006 02:02 PM —

Fred Caslick/RO/R1/FWS/DOI

To Jim Greer/AMBS/RS/FWS/DOI@FWS, John

09/07/2006 06:38 PM cc Organ/RS/FWS/DOI@FWS

Subject Cost-Share Method

Jim and John,

Thanks John for pulling this information together and bringing it into the open air where it can be acted on,
Acting as Johnnie-come-lately, Jay and | have reviewed the Guidance and would offer a consideration for
a more defined process and 2 stronger Service role in approving the use of this method, e.g. case by case
consideration using a written request from the state to DC through the region. This process has
drawbacks but might aid in the development of consistency within the program in the application of the
exemptions—although it does require amending DO 168. One drawback to citing acceptable factors in a
DO is new ones will come along. Putting an acceptable review process in place with some examples of
acceptable factors might add some staying power to the guidance.

| suspect the aforementioned alternative has been discussed and | may be missing something BIG here?
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Joint Federal/State Task Force Guidance

The JTF, in a memorandum dated December 12, 2003 transmitting DO 168 to the Service
Director and AFWA Executive Vice President, noted that the new policy would allow use
of the cost share method “only when the Service deems appropriate based on appropriate
considerations, as described in the recommendation. The JTF notes that the regulations
provide for considerable flexibility, and that this is very much a statement of policy.”
Examples of acceptable factors where income incidental to accomplishment of grant
objectives could be disposed of using the cost share method were developed by the JTF:

(1) Allow the State share of funds to be used on additional fish or wildlife related
projects that otherwise could not be sufficiently funded;

(2) Allow State’s Federal Assistance funds saved by using this method to be
targeted for additional qualified Program activities; or

(3) Results in a net benefit to the Program.

Appropriate Application of Cost Share Method

As specified in DO 168 and the JTF memorandum, the cost share method should only be
applied for disposal of program income under certain circumstances deemed appropriate
by the Service based on appropriate considerations. A paramount consideration is
whether application of the cost share method would violate the intent and integrity of the
Program through the purposeful generation of income or by essentially funding a project
with 100% federal funds. Circumstances where cost share method could be applied, if
consistent with the above considerations, include:

s State is in serious financial difficulty due to catastrophic events that significantly
reduce ability to generate matching funds.

o State in risk of reversion due to unusual circumstances not related to internal
Program management.

o Federal share of project is minimal.
Changes in federal policy that affect a State’s ability to generate matching funds
in short-term.
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Program Income
Guidance for Application of Cost-Share Method to Federal Assistance
Grants

Director’s Order 168, Program Income from Federal Assistance Grants, was signed by
the Director on March 11, 2004. Prior to issuance of DO 168, guidance for program
income on Federal Assistance grants was contained in Appendix II of the Federal Aid
Manual, Guidelines for Program Income. Appendix II guidelines mandated that
disposition of program income must be done either by the additive or deductive methods.
Common rule regulations (43 CFR Part 12.65) provide for a third disposition method:
cost sharing. DO 168 departs from the Appendix II guidance by allowing use of the cost
share method under certain circumstances deemed appropriate by the Fish and Wildlife
Service. The Service must make the final decision on allowability of the cost share
method based on a variety of factors related to the intent of the Wildlife and Sport Fish
Restoration Programs.

Background

The cost share method was designed to provide incentives to encourage participation by
under-represented groups or communities in existing programs. For example, a grant
program may experience difficulty in delivery because potential grantees may not be
willing to assume risks in providing services in certain sectors. The cost share method
would provide incentive by allowing grantees to use income under the grant to defray
required matching share. Confusion in current guidance is the result of seemingly
conflicting guidance in financial management rules and PR/DJ program rules. Guidance
under 43 CFR 12.65 explicitly states “Grantees are encouraged to earn income to defray
program costs.” Program rules (50 CFR 80.14c) specifically prohibit using Wildlife and
Sport Fish Restoration funds to generate additional revenue, unless incidental to
accomplishment of grant objectives.

Congress, as clearly indicated in the legislative history of the Program, intended for
States and the federal govemment to each contribute financial resources in a truly
cooperative effort. Senator Key Pittinan stated the following in hearings leading up to
passage of the Pittman-Robertson Wildlife Restoration Act:

“The State and Federal Government will jointly pay the cost of these wildlife
restoration projects.” [Congressional Record July 6, 1937]

“The plan is to utilize the find raised from the tax upon guns, shells, ammunition,
in connection with a fund raised in the States from the issuance of licenses for hunting
and fishing.” [Congressional Record August 7, 1937]

These inherent conflicts, and the fact that Wildlife and Sport Fish Restoration has full
representation and participation, were the reasons why cost share had not previously been
allowed for Federal Assistance grants.
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State Grants Part 522 Federal Aid Program Guidance
Chapter 19 Program Incomse from Federal Assistance Grants 522 FW 18

A. If a State fish and wildlife agency wanis to use the deduction or addition methods, we will authorize
such use.

B. If a State fish and wildlife agency wants to use the cost sharing method of applying program
income {o the outlays, we must review the reasoning provided by the State and make the final
decision based on a variety of factors related o the intent of the Wildlife and Sport Fish Restoration
Programs. Examples of acceptable factors might include situations where program income is
incidental to the accomplishments of the approved purposes of the grant, and would:

{1) Allow using the State share of funds on additional fish or wildlife relaled projects that otherwise
could not be sufficiently funded;

{2) Allow {argeting the State’s Federal Assistance funds saved by using this method for additional
qualified program activities; or

(3) Result in a net benefit to the program.

19.8 What may a State do with program Income if it exceeds the amount that can be applied to
the grant from which it was eamed? If more program income is generated by the graniee during
the grant period than can be deducled, added, or applied to meeting cost sharing requirements, then
that excess program income balance may be applied, as appropriate, to a subsequent grant that has
purposes consistent with the grant that generated the excess program income.,

19.9 How doas the Service handle incoma generated outside the grant period?

A. We require grant agreements to include specific language that income the grantee generates

outside of the grant period from Federal Assistance supporied acquisitions or other activities will
either be:

(1) Treated as license revenue and used to support the administration of the State fish and wildlife
agency, or,

(2) If the State so requests, used as additional funding for purposes consistent with the grant or the
program that generated the income.

B. For existing grant agreements that do not contain specific language regarding the disposition of
income outside the grant period, income generated by the grantee outside of the grant period is to be
treated as if it were license revenue. The grantee may request the Service include specific language
in the grant agreement requiring the grantee to account for income generated by a subgrantee
outside of the grant period. Absent this language, the requirement will be in place only if the grantee
chooses to include it in the award to the subgrantee. However, the grantee and subgrantee may enter
into subsequent contractual agreements that require accounting of income generated outside the
grant pericd in order to comply with separate obligations (&.g., maintenance cof a facility during its
useful life, oversight of allowable commercial activities, etc.).

DIREC OR

Date: \}, ﬁ'og

STATE GRANTS
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State Grants Part 522 Federal Aid Program Guidance
Chapter 19 Program Incom mF Assistance Grants 522 FW 18

19.1 What is the purpose of this chapter? This chapter provides guidance on what constitutes
program income and how we require State fish and wildlife agencies to calculate and use program
income generated by Federal Assistance grants funded under the Wildlife and Sport Fish Restoration
Programs.

19.2 What is the scope of this chapter? This chapter applies to all Service personnel who
administer grants funded through the Wildlife and Sport Fish Restoration Programs.

19.3 What are the authoritles for taking this action?
A. Federal Aid in Sport Fish Restoration Act (16 U.S.C. 777).
B. Pittman-Robertson Wildlife Restaration Act (16 U.S.C. 669).

C. Uniform Administrative Requirements for Grants and Cooperative Agreements to State and Local
Govermnments Post-Award Requirements, Program Income (43 CFR 12.65).

D. Administrative Requirements of the Federal Aid in Fish and Federal Aid in Wildlife Restoration
Acts, Application of Federal Aid Funds (50 CFR 80.14(c)).

19.4 What Is the definition of program income? The program income regulations in 43 CFR
12.65(b) define program income as “...gross income received by the grantee or subgrantee directly
generated by a grant supported activity, or eamed only as a result of the grant agreement during the
grant period. “During the grant period” is the time between the effective date of the award and the
ending date of the award reflected in the final financial report.” To be considered program income, the
grantee or a subgrantee must receive the income. Occasicnally people other than the State or
subgrantee may use a facility that is funded by Federal Assistance grants for activities that generate
income. Only the portion of the income that is returned to the State or subgrantee in the form of
agreed-upon rental or other fees is considered Program Income and is subject to Federal oversight.
Exhibit 1 provides a partial list of what we may consider program income. We intend for you to use
the list to help prompt discussion during the development of the grant agreement.

19.5 Are actlvities that produce program income allowable under Federal Assistance grants?
Yes, we allow the activities if they are incidental to the accomplishment of approved grant purposes.

19.6 Should "net” or “gross” income he used when calculating program income? 43 CFR
12.65(b) defines program income as “gross” income, However, 43 CFR 12.65(c) provides that, "If
authorized by Federal regulations or the grant agreement, costs incident to the generation of program
income may be deducted from gross income to determine program income.” Therefore, States may
include a provision in the grant agreement that allows program income to be reduced by an amount
equal to costs incident to the generation of the program income. The grant agreement should identify
these costs. Exhibit 2 provides some examples of costs that may be deducted and costs that may not
be deducted from gross income when calculating program income. We alsc developed Exhibit 2 to
help prompt discussion during the development of the grant agreement. If the grantee does not
specify in the grant agreement how they will calculate program income, we will calculate it by making
“gross” income equal to program income,

19.7 How may the State use program income? 43 CFR 12.65(g) identifies three methods
(deduction, addition, and cost sharing or matching) for applying program income to Federal and non-
Federal outlays. All three methods are acceptable. However, if the State fish and wildlife agency
wants to use any method other than deduction, we require it to identify the method in the grant
agreement.

12119/06 STATE GRANTS
Supersedes Director's Order 168, 03/11/04






Attachment Table of Contents

Attachment B oo o @bl « « o 6 o 68 USFWS Service Manual 522 FW 19
Attachment2 ...... ... ..ottty Region 5 Draft Cost Sharing Guidance
Attachment 3 i ciisaiiiivaiaad P rativg - o« o o K T Region 1 Comments on Region 5's

Draft Cost Sharing Guidance
Attachment 4 . . ;v damsios s b e s e aies Region 4 Comments on Region 5's

Draft Cost Sharing Guidance
Attachment 5 .o ssmvwmon o Ssimm sidnil - « v HEETE o5 Region 7 Comments on Region 5's

Draft Cost Sharing Guidance
AHAChINENE 6 . . o oo oo st s e AT SR s 550 4R B L6 < @ & = & & o e et n 43 CFR 12.65
Attachment 7 s e S s v e T 0. L L 50 CFR 80.14
Attachment 8 ......... ... ;e meame o msmm sk s s s e OMB Circular A-102

2. Post Award Policies
¢. Program Income

AMachment 9 . ... ..ot AR R R R Federal Assistance Handbook

on Program Income






Discussion Goals:

The goals of the discussion are to:

(1)  come to a consensus definition on the appropriate use of the cost sharing method;

(2)  develop guidance and criteria to assist FA and the grantees in applying the cost
share method;

(3)  assign the responsibility to edit the existing handbook (sce Attachment 9) or
develop a new handbook on program income incorporating the definition,
guidance and critena that is agreed upon;

(4) decide if the definition, guidance and criteria should be incorporated into the
manual or if it should remain in the handbook.

Page 4 of 4
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that generate program income solely as a result of an approved project that meets
the criteria of the WR and SFR programs without the intension of being an
income producing activity, or incidentally, are allowable. The onus would be on
the grantee who wished to use the cost sharing method to demonstrate that the
intention of the grant was for restoration purposes and not to generate program
income. FA would be held to additional due diligence in scrutinizing any grant
application requesting the use of the cost share method to assure that the projects
meet the objectives of the Programs and the income produced is incidental.

Grant funded solely by program income and federal funds would have no state
share. State share is only calculated when using the deduction method and is
based on the amount of state funds contributed.

Although 43 CFR allows for the use of three methods of applying program
income, OMB Circular A-102 (sce Attachment 8) states that authorization for
grantees to apply the alternatives to the deduction method shall be granted
sparingly.

522FW19 does not set criteria for using the cost sharing method. [t only gives 3
examples in which the cost sharing method may be appropriate.

Region 5 draft guidance provides a good historical background on why the cost
sharing method has until recently been prohibited. It also provides a convincing
argument for using the cost sharing method sparingly.

The WO opinion is that the cost sharing method should be reserved for
extraordinary events or circumstances which would be both unusual in nature
and infrequent in occurrence much like the GAAP definitions. Unusual in nature
is an event or circumstance that is highly abnormal and clearly not related to the
usual practices, events or circumstances of the grantee considering the
environment in which the grantee operates. Infrequent in occurrence is an event
that would not reasonably be expected to recur in the foreseeable future
considering the environment in which the grantee operates.

More precise standards should be discussed and developed at the October chiefs
meeting based on the 3 examples given in 522FW19. The 3 examples should be
defined and based on those definitions, specific criteria as to when the cost
sharing method can be used should be developed. The criteria developed should
be tied to the 3 examples.

Page 3 of 4
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3

Allow targeting the State’s Federal Assistance funds saved by using this method

Jor additional qualified program activities; or

Result in a net benefit to the program.

Region 5 noticed that the lack of guidance in 522FW19 and prepared a draft guidance on the use
of the cost sharing method. The Region sent the guidance to the Washington office (WO) (sce
Attachiment 2). On August 3, 2006, the WO sent the document out to all the regions soliciting
comments. The general consensus of the regions was that FA should develop guidance and
criteria for approving the use of the cost sharing method.

Region 5 Suggested Guidance:

States could use the cost sharing method if:

(3
4)

State is in serious financial difficulty due to catastrophic events that significantly
reduce ability to generate matching funds.

State in risk of reversion due to unusual circumstances not related to internal
Program management.

Federal share of project is minimal.

Changes in federal policy that affect a State's ability to generate matching funds
in short-term.

General Comments from R1, R4. and R7 on RS Suggested Guidance: (scc Attachments 3, 4

& 3)

8y

()

(3

Grants would not necessarily be funded with 100% federal funds just because
program income is used as match if the portion of the match is considered state
share based on the state federal split. [R4]

Bullet points should be further defined, clarified and more specific criteria should
be added to help in the decision process. [R4 & R7]

The process should be more defined and WO should have a greater role. [R1]

WO Comments:

(1

Although there are two regulations on program income, 43 CFR 12.65 (scc
attachment ) and 50 CFR 80.14c¢ (sce Attachment 7) are not necessarily
conflicting regulations. 43 CFR allows for and encourages the generation of
program income. 50 CFR states that income producing activities incidental to the
accomplishment of approved purposes are allowable, This seems to indicate that
grants for the purposes of generating program income are unallowable, but grants

Page 2 of 4






Prepared by: JOB
Date: 10/17/2006

Discussion Paper
on
The Appropriate Use of the Cost Sharing Method
prepared for
The October 2006 Federal Assistance Chiefs Meeting

Purpose:

The purpose of this paper is to provide a basis for discussion on the appropriate use of the cost
sharing or matching (cost sharing) method of applying program income.

Issue:

Guidance in USFWS Service Manual 522 FW 19 (522FW19) (sce Attachment 1) concerning the
application of program income with regards to the cost sharing method is vague.

Background:

Program income is defined in 43 CFR 12.65(b) as gross income reccived by the grantee or
subgrantee directly generated by a grant supported activity, or earned only as a result of the
grant agreement during the grant period. The CFR allows for three methods for applying
program income: deduction, addition, and cost sharing. [t further states that the deduction
method is the preferred method of applying program income and the only method available to
apply unanticipated program income. If the federal agency authorizes, the CFR allows for the
addition and cost sharing methods to be used. Federal Assistance (FA) has historically allowed
the use of either the deduction or addition methods, and has prohibited the use of the cost sharing
method.

On March 11, 2004, Director's Order 168 (DO168), Program Income firom Federal Assistance
Grants, was signed which, among other things, changed FA’s position by offering an avenue to
use the cost sharing method of applying program income. On December 19, 2005, DO168 was
incorporated into and superceded by 522FW19.

Through 522FW19, FA now allows the using the cost share method provided that we review the
reasoning provided by the State and make the final decision based on a variety of factors related
to the intent of the Wildlife and Sport Fish Restoration Programs. It goes on to outline three
examples where the cost share method may be appropriate:

(1}  Allow using the State share of funds on additional fish or wildlife related projects
that otherwise could not be sufficiently funded;
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